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Wyoming Economic Challenges in 2016 and
a few ideas about what we can do to

better our State’s future.

June 2016

 few opportunities for local governments and
e v« p . . g
he challer ges of different times.

-Mark Gordon, Treasurer



Direct Tax Collections &
Public Service Costs 2014

For a 3-person family with income of $60,000 and owning a home valued at $160,000

Personal Tax Collections Public Service Costs
$35,000
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v ogaraica | 250 @ ate Services citizens of Wyoming
& Alcohol $20,000 A paying some of the

ud Special District

u Cigarettes $15,000 - . . " ® City/Town lOWGSt taxes in the
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Personal Tax Collections Public Service Costs extraordinary mineral
Retail Sales $ 1,000 County $ 5,900

Gasoline $ 200 City/Town $ 4,800 Wealth'
Cigarettes $ 100 Special District $ 4,500 $30’]00

Alcohol s 10 92,960 K-12 Education $ 6,700
Vehicle Registration ~ § 450 ’ State Services $ 8,200 Thank goodness we set

Property Tax § 1,200 ‘ some aside for the
future because times
have not always been
SO good.

M Property Tax




Wyoming’s
Investments
Save Taxpayers
More than
$1500 in taxes

every year.

In 2015 we returned $1,750 per
Wyoming resident
$1.02 billion / 580,000 people

FY 15 ($ Millions) FY 14
Cost Market Cost Market

Permanent Mineral Trust Fund $6.848.9  $7.172.2 $6.,368.3 $6,979.1
Permanent Land Funds

- Common School Perm Land Fund 3,261.7 3,405.3 2,782.3 3,046.5
- University Permanent Land Fund 19.8 20.1 19.3 21.3

- Remaining Permanent Land Funds 1751 182.7 1570 1716
Hathaway Scholarship Fund 552.6 5713 533.4 578.7
Higher Education Endowment Fund 114.1 118.0 1122 121.1
Workers Compensation Fund 1,773.0 1,790.8 1,628.0 1,719.5
Tobacco Settlement Fund 84.5 83.4 81.6 82.0
State Agency Pool 6.417.6 6.352.1 6.294.4 6.336.4

Total $19,247.3  $19,695.8 $17,976.5 $19,053.2

Investment Income: Distributions by Fund

EY15 FY 14

Permanent Wyoming Mineral Trust Fund $494,234,268 $395,337,466
Common School Permanent Land Fund 216,095,239 172,808,534
University Permanent Land Fund 1,418,395 1,098,504
Remaining Permanent Land Funds 11,774,102 9,360,997

Hathaway Scholarship Endowment Fund 35,858,772 30,959,099
Higher Education Endowment Fund 7,642,287 6,727,157
Workers Compensation Fund 89,494,414 74,079,618
Tobacco Settlement Fund 2,326,048 1,690,078
State Agency Pool 156,512,338 120.112 251

TOTAL $1,015,355,83 $812,173,704

* "Distributed income" is net of management fees paid and accrued.

Annual
Report
available at:

treasurer.state.wy.us



It has been the best of times

* Wyoming saw extraordinary growth in revenues from Natt /// """"""""""""""
Resources.

- Had a great run in the Stock Market especially afte

* Fixed income was great too - much better

- O C
//,

<+ After lean times (1990s), we got budget religic
time we saw the beginning of a nat /////



State Portfolio since 2002

Here is what happened to Wyoming’s Total
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Major Revenue Streams — Historical and Projected

Millions of S
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Very large investment gains were realized (but not forecasted) in
2008, 2011, 2012, 2013, 2014, and 2015. For FY 2015, investment
income accounted for 40.3% of all General Fund revenues.

Source: January 2016 CREG Forecast.

WY State Treasurer’s Office J State of Wyoming



And here is what the earnings (in millions of S) from
our investments to the budget since 2002 have looked
like. No wonder we felt so good.




Stock market since 1900

S&P Composite Index
Log scale, annual
D «— The last 15
5 Tech boom years have
o (1997-2000) been ok too.
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Source: FactSet, NBER, Robert Shiller, J.P. Morgan Asset Management.

Data shown in log scale to best illustrate long-term index patterns.

Past performance is not indicative of future returns. Chart is for illustrative purposes only.
Guide fo the Markets — U.S. Data are as of December 31, 2015.

JPMorgan

15 Asset Management




The Fed’s Zero Interest Rate and Quantitative Easing Policies may have
had Less Impact on Long Term Interest Rates than is Commonly Believed

* It seems C.:lear' from the behavior U.S. 10-Year Treasury Yields and CBOE VIX
of global interest rates and
disinflationary trends since the
Great Recession, that the global
capital glut/weak demand for
capital (accompanied by
insufficient demand for
production), not monetary
policy, was exerting downward
pressure on interest rates all
along.

* In contrast, Fed policy had a
demonstrably positive impact on
equity markets which proved
unnerved at the end of each

During Periods of Fed Quantitative Easing
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Things changed in fact it sure seemed like a




The recent decline in oil prices is large by historical standards
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Commodity prices outside of oil have also fallen,
but not as much as oil

Dollars per barrel Index, June 2014=100
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Source: EIA, NBER, WSJ, S&P, Haver Analytics
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Stocks have not been exactly kind since
August 1, 2015

DOwW JOMES INDUSTRIAL AVERAGE
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‘ Fixed Income Returns: 2015
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Five Worst Years Since 1926

Stocks, Bonds, Cash, and Commodities

Long-Term
Bonds Commodities Best Return

Source: Doubleline (U.S. stocks per S&P 500 Index, Long-Term bonds per 30 Year U.S. Treasury Bond, Cash per 3-
Month U.S. Treasury Bill, and Commodities per Commodity Research Bureau spot index).

STIFEL | Equties |




And Wyoming?

%
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Through January 2016

o000 0 U.S.
Colorado
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e \\'yoming

2012 2013

CO +4.7%

NE +3.4%
Uus. +3.2%

wy -4.3%

Note: The coincident index for each
state is comprised of four indicators of
current economic activity including:

1. nonfarm employment

2. manufacturing hours worked

3. unemployment rate

4. and wages & salaries paid.

2016

Source: Federal Reserve Bank of Philadelphia.

Economic Analysis Division

State of Wyoming
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% Change

-54.6%

S Change

Albany (3%)
Big Horn (1%)
Campbell (16%) -543.6
Carbon (3%)
Converse (5%)
Crook (1%)
Fremont (4%)
Goshen (1%)
Hot Springs (1%)
Johnson (2%)
Laramie (13%)
Lincoln (2%)
Natrona (12%)
Niobrara (1%)
Park (4%)
Platte (1%)

$0.9

Sheridan (3%)

24.0%

Sublette (5%)
Sweetwater (10%)

Teton (8%) $2.0
Uinta (2%)

Washakie (1%)
Weston (1%) $1.2

Source: WY Dept. of Revenue.

FY16 YTD Collections: S593.6M
FY15 YTD Collections: S751.2M

Note: Includes both the state and local shares of the state-wide 4% sales and use tax collections on a cash receipts basis. Value in

parentheses represents share of total collections.

Economic Analysis Division e  State of Wyoming
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Mining & Logging (15%)
Construction (3%)
Manufacturing (3%)
Wholesale Trade (8%)
Retail Trade (32%)
Transport. & Utilities (6%)
Information (2%)

Financial Activities (5%)
Prof. & Bus. Services (1%)
Leisure & Hospitality (11%)
Public Administration (10%)

Educ., Health, & Other (4%)

Note: Value in parentheses
represents share of total
collections.

% Change

V2

Source: WY Dept. of Revenue.

Note: Includes both the state and local shares of the state-wide 4% sales and use tax collections on a cash receipts basis.

WY State Treasurer’s Office

Statewide Change:
-5157.6M or -21.0%

State of Wyoming



Percent
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Source: U.S. Bureau of Labor Statistics.

4.3

V2

Unemployment Rates — April 2016

6.4 6.4 6.3

WY State Treasurer’s Office State of Wyoming



Millions

$80

370 1 $66.7

5-Year High-Low Range
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$60 -
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After 11 months, FY16 total

collections were $157.6 million

(-21.0%) behind last year.

$43.7

$40 T T T T T T T T T T T

Jul Aug Sep Oct Nov Dec

Source: WY Dept. of Revenue.

Jan Feb Mar Apr May Jun

Note: Includes both the state and local shares of the state-wide 4% sales and use tax collections on a cash receipts basis.

WY State Treasurer’s Office

State of Wyoming
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$120

After 8 months, FY16 year-to-date
collections were $211.6 million (33.7%)
behind last year’s pace.
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—==5-Year Avg. (2011-15)

»100 1 —e-FY 2016
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=
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$40 - > $46.4
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Source: WY Dept. of Revenue.
Note: Includes severance taxes collected on all minerals in Wyoming on a cash receipts basis.

WY State Treasurer’s Office o

State of Wyoming







(Warren Buffett might
suggest...)

is left after

is left after




Flow Chart: Spending Policy Reserve Account (PWMT
W.S. 9-4-719

FY2017 and thereafter

Severance Taxes

ar Rolling Average
16 $6,237,073,511

Dividends
Realized Capital Gains Excess over 90% of
SPA in reserve account
cted back to

Spending Policy Amount (SPA)
FY04 and thereafler - 5% of five-year average value
of corpus
6 $311,853,676

Earnings in excess of SPA

ar
Back flow to the General Fund (2.5%)
(automatic appropriation)

General Fund

average market value of the corpus split
cvenly.

PWMTF
Reserve Account

Legislative Strategic

Stabilization Investments
Reserve and Projects
Account Account
(LSRA) (STPA)
1.25% 1.25%

$83,150,000* $83,150,000%
FY17 FY17

*For illustrative purposes only, based on projected FY2(

Prepared by: LSO Budg;




The 3 Efforts: 1st Enhance Local Government
Opportunity

v'Revised Wyoming Investment Statutes to incorporate new securities
through review process of the SLIB.

» Expanded opportunities to cooperate bonds outlined in Master Investment Policy
posted on Website:

» Other projects - exploring a longer less-liquid option along the lines of our Wyo-
Star program

« Work with the Legislature and others to review and update Spending
PoHcies - the policies governing expectations about what Investments
will return.



2" |s “cheap” really less expensive or even




And 3rd; Constitutional Amendment A

Currently, the Wyoming Constitution allows the
legislature to authorize the investment of public
employee retirement systems funds and permanent
state funds in equities, such_ as stock or shares in
private or public companies. Permanent funds of the
state include funds designated as permanent funds by
the Constitution. The Wyoming Constitution does not
allow the state to invest any other funds in equities.

The adoption of this amendment would allow the
legislature, by two-thirds vote of the members of
both houses, to authorize the 1nvestment of
additional specified state funds 1n equities.



Comparison study of yield if non-Permanent funds were invested like the PMTF*
10.00%
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0.00%
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m Fiscal Year Yield for the State Agency Pool * m Fiscal Year Yield for the Permanent Wyoming Mineral Trust Fund *

*Although if Constitutional Amendment A had been in effect for the SAP, it would not have been invested exactly like
the Permanent Funds; it still might have had some equity exposure. If it had been allowed to compound, Wyoming
might have been substantially better off today and arguably better positioned defensively for the future. In these
lower rate for longer times with the possibility of rates rising, Wyoming needs to think long and hard about how to
preserve its capital not just garner returns. Passing Amendment A would give the Legislature, Treasurer, and SLIB
another tool to address the challenges of these unprecedented times.




But because of liquidity requirements for non-permanent
funds the asset mix might more closely resemble a traditional
60/40 Portfolio.

$120,000
THREE OPTIONS (9/30/08) 60/40 BALANCED PORTFOLIO

- ]
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. Move to 100% Treasuries

$100,000 Y
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J
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%ﬁ% = 5/09: U.S. equity market Non-U.S. equity 25.4%
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) = equity market
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* 9/08: Lehman Brothers Cash 0.6%

« bankruptcy
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$60,000
10/07 4/08 10/08 4/09 4/10 10/10 4/11 10/11 4/12 10112 12112

“Stay the Course” Obrien Green a
Company Investment Advisors



Questions and Comments?

What is the best way to
inform voters about
Constitutional Amendment A?






